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MEMORARDUM

Leonomic Viability of o Palestinian State

Summary

An autonomous Palestiniar state consisting of the
West Bank and Gaza Strip would be unable Lo maintain
current living standards without subzidics of from
$50 to $100 million annually from Arab States and
continued c¢lose ceconomic links with Tsracl). Given
these conditions, cconenmic developmoent would guicken
but the arca lachs the basic human and natural resoursoes
to becone cconcmically self-suffimicnt as an independent
state for a considerable period of time.

Real per capita fncome in the West Pank and Gaza
hag more than doubled since 1967 larcely because of
cconomic ties with Israel. Most sicnificant are the
70,000 Palestinians employed in the labor-short lssaeli
cconomy, the stimulus provided minsr manufaclurin
subcontracting work for lIsraeli {irms, and the Isra
market for surplus agriculttral products.

A Palestinian state with aceens to Arab money could
§nitiate work on infrastructure projects and finance
the expansion of governmental and educational services.
But without an Israeli market for labor ang goods, a
new Palestinian state would face a long period of being
on the Arab dole.

The Eeononmic Setting

The Jordanian Weet Dank and Rayptian Gaua Strip
together contain about 107 of tho land area occupic:d by
Isracl in the 1967 war and more than a million
Palestinians, about 901 of the pepulation of the
territories (sce the Table below). ©On the Hest Bank,

. ol L

b

Approved For Release 2004/10/28 : CIA-RDP86T00608R0006000§0028-2




......_-«»-"‘ 25X1
' Approved For Release 2004/10/28 : CIA-RDP86T00608R000600050028-2

o

|
before the war, uqr;cu]tnrc contributed ncarly 40% of
gross national product (GNP) and emploved 60% of the
l labor force. L t for grain, the West Bank was
1
{
1

¥
3

a7
gcnora]l“ selfi-rufficicent in food production.,  Industry
consisted alnont entirely of hondicrafts and small
planls processing simple consuiner gouds.

The Gaza Strip, undoer “gyﬂtzﬂw militery administra-
s

tion, had litt “ aariculiure or induszry to suscain i«
peonorically st of the zcsidents were refugeces and
they were hebv ;“ epoentioent cn the Unitoed Nations Pelie?l
and Vorxs Agency (UnaWha) and the boyptiaen goverament fcx

Selected Neenanmic Statistics

i
9
i , their livelihesd,
|
[
!

West Bank Gaza &urin

.+ Land arca (square miles) 2,100 400

Populziica 657,000 390,000
Of wvhich refuzeces 290,000 320,000

f Estimated per canita Gui (1973) $350 $250

[
[
Q
3

1973 trads (mi us §)
Exports

to Inrzel 41 25
Exports to rez

st 0of world 19 19

Inports frem Ic 1 115 76
Imports f{roa rest of werld 18 7

o e e B T T e P POy I S-S
o

The “tiracle” Urior fzvia)l Ad=ininirsvion
vet The stinulusz to fnduatrial develozment in the terri-
"otorder ninze 1%I7 has ccme fron ateoss 10 the buovan:
Isracli c saesy anag particularzly fres Israeli subeonirasiing
. to Arab {irme. In addition, siille Rave heoen picked un by
the 70,000 resideonts 02 tho West fany and Caza -- atous
onc-third of the total work force of cach territory == =&
are ¢! ployed in isracl.
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buring the sceven years under lsracli control, more
than 50 now plants have been established on the West
Bank and about 150 small workshops set up in Gaza.
They produce a narrow range of consumer goods and simple
manufactures. About 8% of the total labor force of Ga:a
and the West Bank is employed in industry. Despite a
shortage of arable land and water, crops responsive to
local demands have been developed and citrus creps for
export have been pushed. West Bank agriculture producced
crops valued at $95 million in the 1972/73 crop vear
with citrus and other fruit and vegetable eronz
accounting for over 50%. Aqriculrural producticn in
the Gaza Strip was valued at $46 million in the 1972/73
crop year with fruits and vegetables representing three-
quarters of the total.

Agricultural and industrial products not consumed
locally arc for the most part cxported o Isracl, with
much of the citrus re-cxported o Wesitern Buroena.

Such sales, carnings frem enmployrent in Isracl), and
assistanco from Jzracl and ULRIA offsct.the larze trade
defirits of the territories (zze the Table belew). Other
than grain freom the US and VWestern Burcpe, most impert
needs (fuel, cenment, fertilizers, raw cction, -harma-
ceutical s, machinery and efguiniment, transport voaiclesn,
and finished consuner goods) come froa Israel.
Basic Balance of Payments, 1973
Million US §
Wont Bank Gaza 5Kivrio
Merchandise trade - 74 -39
Exports 60 44
Inports -134 -83
Scervices - 35 =15
Wages 86 52
Trancfers 35 31
Apparent surplus 12 29
-3 -
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Toracli and Arab Policing

Isracl has nmaintained a lew profile in the ¥
and the Gaza Strip By using lecsal rersources, 1aLd
[ v

oryanizations. only £00 of the 13,000 persons & riding
adninistrative services in the West Bank and Guna Strip

in recent years are Israclid.

Excluding dircet military cwpenditures, Ievrael's
annual civil administration bill has hLeen ru:::nc slightly
more than $10 miliion in the West Bank and §15 million

9

i
in the Gaza Stri

The Jordanian cevernment and other Arab statoes have
done nothiny to ceivnlate ecsrnomic intoresurse with the
West Bank and Gaza Strip sinze the Isracld groupnTion.
prade has remeined erall.  Iruores frem Sordan, tor
erample, totaled cniy §4 millicn in 1273 and follzwing
the recent Hazat conforence cSerdan stopped its mInsT
subsidization of civil service salarfes cn the wWest Bank.
Feononie Potentizl of an Indeceniont Fuite

With water ecsplies scarce, larye erdunts of 1254
unsuitable for culiiveticen, and raw naserials oo
industzy loching, ceoncmic seil-sulilflcienzy wewld he
difficuls Lo achisve. A3 an dndepentont state, tevelopnmant

ould be contingent on:

e Strict cexmircls on the influx of Falestinian
refugees oo neiohhoring stilcs which nunser
sone 1.2 nillion.

o arad finarmcial suszari for coverrent ererations
and econc~fc develer=tnt on she orfer o §59 O

ecar

pevelonment a4t the oulrel would hent e direcizd o
§nfrastirucivre srotects == irrigation, cIeTIXil pIWIm,
roads == Zocause ¢f the linéicd econenic Lage f¢r the
cxpangion of indusiry.

Agriculivre alno offers only 14ited prozscets for
develop=ont. Prosesis could oo tailescd, howeter, 0

QQ
e

increafic output cash crops, guch as vegetabics, nelehw,

-4 -
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fruxL, and olives, for cuport to its food-deficit Middle
Bastern neighbors.  Expanded extoension services and
cducational programs bogun by Israc) woulﬂ be needod to
inprove yields while low-cost credit programs would have
to Lo inplen nntnd to cencourage more widesproad use of
farm wachinery, fertilizoer, and other imputs. nprove-
ments of roads and storage facilities won]d o required
to facilitate the movement of goods from farm to marhet

The West Bark and Gaza Scrip have feow natural
resourcos Lo support industrial dQVulopmcnt. Raw materials
consist mainly of rock, sand, and salt. The lahor force
is trainable and, for the tine being, stil) low-cost
comparced with Tsrael and Western Iurowc. Hnwngcmcnt s2ills,
however, arc in short supply. Jmu]]-cca]c industry and
handicrafts could be ﬁkuﬁdcﬂ to rising local cﬁnunns, hut
the development of export industrics, such ae focid
processing and temtiles, would revuiru not only capital
and technolcay but also the devalopnent of ann.gcncn‘ and
marlctlny ekills.  The establishrent of assozbly-tvs
industrics would encounter many of the HLCJI,”J.
Like Isracl, industry in a Pa]ontinian. wousd o

devendent on inported rav materials or finished coods ==
a dependence which would jnercase apace with industriasiizaticn,

ced population,
lakor~-intens

With its concentra
4 long-term potential {o:
oriented for West Luropaan end Isracli
and upcrading of vort facilities in Gane
establishment of a duty=free ranuiac tur

ll.

The service sector oflfers the greatent noteontial in
the short run. The cxpansicn of local adminigsrative and
planning budics and the develepmant of baniing and
credit dnstitutions would facilitate fnvesiront and
ecconchic developrent and previde an irrortant zaurce of
croployient. urca’ arab administralers now provide onldy
day=-to=-day hanic zerviceos, such az :anitaticn, rohdd
maintenance, and §n re*o fnslantCen cleoteis wiiiiticon,
The cestal 1.:-}& ent of a test Bank univerzity and tho
expansion of other cducational facilitics weuld praovids
the basin for develoding the vocoational and profenzichal

68kills heeted 10 uwrravc the labor force.
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